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June 30, 2011 Sandy

HEART OF THE WASATCH

Dear Citizens of Sandy:

Transmitted herewith is the approved budget for2BY1-12. As with the three fiscal
years prior to this one, the effects of the dednal recession have again played a
major role in shaping this year’s budget. We autityeproject that the City's largest
revenue source, sales tax, will decline for thedtigear in a row. The FY 2011-12 sales
tax projection of $15,280,840 is nearly 23% lowert the FY 2007-08 receipts of
$19,746,003. Despite declining revenue, we subrbitdget that effectively addresses
the shortfall and needs of our community.

The effects of the economy were exacerbated bgehsus numbers released earlier in
March. Population data is a prominent factor m fitrmulas used to distribute both sales
tax and gasoline tax. Since the 2000 censustahe Isas estimated that Sandy’s
population has increased from 88,418 to 97,I8®y based this projection on the
increase in households due to new constructionweier, the 2010 census revealed that
the household size has continued to decline asy&apdpulation has aged. Rather than
an increase in population, the census showed aageto 87,461. With Sandy’s
population decreasing while the rest of the statihcreased, sales tax revenue is
estimated to decrease by $683,000. Correspondisiglie road fund revenue that comes
from the tax on gasoline is estimated to decregsmtadditional $204,000. In order to
present a balanced budget, adjustments were mdm¢ltaevenue and expenditures.

WORKFORCE REDUCED TO ADDRESS SHORTFALL

Our first recommendation to address the short$aibireduce the size of the City’s
workforce by eliminating 8.37 full-time equivalepositions for a savings of $518,000.
We will attempt to make this reduction by elimimativacant positions and avoiding a
layoff. Over the past four years, a total of 23i@Band part-time positions have been
eliminated. That number is 5% of the City’s nonssew®al workforce. This reduction in
the size of the City’s workforce is partially justd by the decreased workload caused by
the economic downturn. For example, developmesisiaved with the economy which
in turn has reduced the workload of planners, asgactors. However, the workload for
other City services has not gone down. In manggasmployees are agreeing to do
more with less allowing the City to reduce the allezost of pay.

REVENUE SOLUTIONS TO SHORTFALL

In addition to cost reductions, we are recommendomge revenue adjustments as
solutions to the shortfall. This budget shiftsZillion from the water fund to
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the general fund. Revenue in the water fund has bealthy and has funded much of
the capital master plan adopted in 2000. Stateallows a city to charge a franchise fee
of up to 6% to the utilities that operate withis jtirisdiction including a utility owned
and operated by the city. By charging a 6% fraselfiee, water revenue will pass from
the water fund to the general fund. This wouldhagidly a few years completion of some
of the projects in the master plan adopted last lpatthe projects would ultimately be
completed and water rates would not need to ineraas result of this shift.

We also anticipate additional revenue from foueottources. The City will soon be
able to process passport applications througheterder’s office. This will be a
convenient alternative for those who would likeapiply for a passport at City Hall. No
additional personnel will be needed to offer tlas/&ce but we expect to collect $40,000
of additional revenue through the application feAsother revenue source was made
available during the past legislative session. Uheied Fire Authority agreed to make a
$60,000 annual payment to Sandy to fund the hageraices that Sandy provides
through the Metro Fire Authority. Third, busindisense fees were reevaluated and
adjusted which produce an additional $45,000 iemee. Finally, we recommend that
the storm water fee increase from $5.35 to $5TAtke additional revenue will be used for
projects that will decrease the risk of flooding.

MEETING CURRENT AND FUTURE NEEDS

The additional revenue sources combined with savirggn reducing the workforce is
sufficient to cover the projected shortfall andviesn$833,000 to address other issues.
We recommend that approximately $40,000 be useddoess department request such
as supplies for the NOVA program in the police dapant, increased power costs in
street lighting, and increased credit card feghanJustice Court. Next, we are
recommending an employee compensation plan thbtegt the general fund about
$114,000. Finally we recommend about $723,000ifwntbr capital and equipment.
This funding will be used for a new bucket truck $treet light maintenance, medical
equipment in the fire department, hazardous sideveglair, and street reconstruction.
Other capital projects will be funded though furgdgources such as water and storm
water fees, state road funds and park impact féas.economic slump has depleted
some of these traditional funding sources for ame-fprojects. By using ongoing cost
savings and revenue to meet some of these oneageuts, we will preserve an ongoing
revenue stream that we think will be necessaryatofpr increasing retirement costs over
the next three years. This will be explained latenore detail.

EMPLOYEE COMPENSATION PLAN

A significant part of any City budget is always dayge compensation. Just over 42%
of the budget is spent on pay and benefits for eygals. The City’s purpose is to
provide services to its residents. Those senace®nly as good as the City's workforce.
The citizen survey conducted in December showsGligitresidents continue to rate high
the performance of City employees. This budgeppses funding an increase in the
employee health benefit, state-mandated adjustnbenibe retirement benefit, and a 1%
pay increase based on performance.
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The cost of health insurance is increasing by 21.Y%hile the magnitude of this
increase gives cause for concern, it is actuadifjable. The City has been underpaying
for insurance over the past several years. Ontg amthe past seven years has the City
paid enough in medical premiums to cover the cbstaoms. Fifty-four individuals had
claims that exceeded $10,000. This group is or8%a3of the employees covered but
accounts for 54.8% of the total claims. Furthadence is that the City's annual
premium for a family has been $7,580 while a suvieseven other state and local
entities revealed an average premium of $11,75% HY 2011-12 budget includes
funding to increase the allowance for the empldyesth benefit by 14%. The annual
allowance for a single employee would increase f#&n900 to $5,700, two-party
coverage would increase from $8,000 to $9,120 famdy coverage from $11,000 to
$12,540.

Retirement costs will be steady in the coming yedrwe are anticipating potentially
large increases in the subsequent three yearsordiog to the Utah Retirement System
(URS), investment losses in the fourth quarterGif®and the first quarter of 2009 have
left the system seriously underfunded. The resptmshis funding crisis has been
twofold. First, contribution rates are projectedricrease significantly. Second, The
Utah Legislature reformed the retirement systethér 2010 session.

Although the rate increases for FY 2011-12 are rspdéne URS has warned that the
increases will accelerate in FY 2012-13 throughZ014-15. The impact will initially be
the greatest in the public safety system wheredmribution rate is already above the
City’s retirement benefit rate of 17.95%. The iropia the public employee and
firefighters systems will be initially felt by tremployees as they see the City
contribution to their 401(k) accounts dwindle. @rhe URS contribution rates for
public employees and firefighters surpass the €ibgnefit rate of 17.95%, the impact
shifts from the employees to the City. By FY 2Q3l-the retirement benefit could cost
the City $768,000 more than it has in FY 2010-11.

The 2010 legislative reform established a two+irement system. Employees hired
after July 1, 2011 will belong to the tier 1l syste This system provides lower benefits
but at a lower cost. Further, the risks of a stgfteconomy are transferred from the
employer to the employee. Sandy City has opteabtite Social Security System. An
important policy question facing the City is whathe provide a social security
replacement program as part of the tier Il systdimis budget recommends the
establishment of a program that matches employegilsotions to a 401(k) up to 2%.
We feel this program is modest yet keeps the Qitypetitive, better prepares tier Il
employees for retirement and is fair. Although fiseal impact of the increasing
retirement rates will not be felt this coming fisgaar, this budget will set aside an
ongoing revenue stream of $729,000 that will beluedund these costs when they
become reality.

We recommend a 1% pay increase based on performaieecan implement this
recommendation and still decrease the overall@bsinployee pay and benefits. Two
things make that possible. First, the City reali$é40,581 savings this past year from
employee turnover. All positions with in the Citgive a pay range. New employees
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generally start at the bottom of the range andivece “merit” increase as they learn and
grow. If they perform well, they eventually reatle top of their pay range. As
employees retire or otherwise leave City employremace a higher paid employee with
a lower paid employee. The result is turnoverrsgaii The pay ranges will not increase
in the coming year but we propose that employeeagusn the opportunity to earn a 1%
merit increase to move within their pay range.oPto the economic downturn,
employees were eligible for merit pay increasetoup?o. The cost of the 1% merit
increase is $250,000 which is less than half theotwer savings from last year. As a
result, the overall cost of the City’s workforcdlwdiecrease by $289,000 despite the 1%
merit increase.

HOPE FOR THE FUTURE

The economic future of the City depends on ouitglitd encourage and manage the
right development. Concerted effort will be madegét the most out of our central
business district in the area betweeli $®uth and 112 South, and between the TRAX
line and the Freeway. At the south end of thad,a®eheels recently broke ground for a
220,000 square foot sporting goods store thatogién in October 2012. Not only will it
generate new commerce on its own, it will attrabeo new development in that area.
Further north, we will continue work on a mastenpbf the civic center area between
the South Towne Mall and City Hall. Some implenagioin should begin in the next
fiscal year. To the east, UTA recently selectedhbtan Partners as the developer for the
transit oriented development (TOD) that will takage in that area. Further north, we
will continue with the master plan for the supeydid around Rio Tinto Stadium. If
planned properly, we feel that these four areasmfhasis will fuel the City’s economic
engine for the next 50 years.

The actions taken in this year’'s budget not onhatee our expenditures with the new
revenue reality but also anticipate future demamabkidentify a revenue stream that will
keep future budgets in balance.

Respectfully,
Thomas M. Dolan Li}‘lda Martine/z@aviile ’

Mayor jty Council Chair
0
}l__\ Upn N

Byrow/D. Jorgen
Chief Administ
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